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April 10, 1992 


The Honourable Floyd Laughren 

Treasurer of Ontario and Minister of Economics 
7th Floor Frost Building South 

7 Queen’s Park Crescent 

Toronto, Ontario 

M7A 1Y7 


Dear Minister: 
The RST/GST Working Group of the Ontario Fair Tax Commission is pleased to 


submit its final report. 


Yours truly, 


Irene David 


Chair 
RST/GST Working Group 
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Executive Summary 


Mandate Of The Working Group 


The RST/GST Working Group is one of eight groups established by the Treasurer to 
answer specific questions regarding the fairness of the current tax system. The 
Treasurer’s questions to this group were: 


What changes should be made to Ontario’s retail sales tax now that the fed- 
eral government has implemented the goods and services tax? Are there any 
changes that should be made for administrative or policy reasons as the result 
of having both RST and GST collected at the retail level? 


In addition, the Commissioners of the Fair Tax Commission asked the working 
group to consider a number of other questions. 


The Process 


The. Treasurer appointed members to the working group in mid-September 1991. 
Working group members were all volunteers who donated both their time and 
their expertise to the process. The group’s membership encompassed a range of con- 
stituencies that would be affected by any changes to the retail sales tax. The working 
group included representatives from business, community groups, labour, con- 
sumer advocacy groups, and the academic community. Members from the business 
community were from manufacturing industry, financial services, retail sector, and 
tax professionals. 


Options Under Consideration 


Working group members identified five broad options available to the Ontario gov- 
ernment in response to the implementation of the federal GST. They evaluated 
these options on their economic and distributional impact. 


e Eliminating the retail sales tax; 

e Status Quo with no change in policy; 

e Modifying the existing retail sales tax to improve the fairness to Ontario resi- 
dents and businesses; 

e Fully harmonizing Ontario’s sales tax with the federal government's existing 
goods and services tax; 


e Suggesting modifications to the current goods and services tax that would 
improve it and make harmonization more attractive to Ontario. 
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In conjunction with the last four options, the working group considered enrich- 
ment and redesign of the low-income sales tax credit. 


Recommendations 


Despite fundamental differences in their views on the appropriate direction for sales 
tax reform in Ontario, the working group reached agreement in a number of areas. 
Members were able to reach consensus on a number of goals and agreement on a 
recommendation for a set of interim reforms. These differences are outlined below, 
and are followed by the areas of agreement. 


A major difference among members was the weighting of the importance of sim- 
plicity and neutrality versus the negative implications of the regressivity of sales . 
taxes. This lead to a major difference in the views on the taxation of services. While 
some members felt that expanding the base to services and harmonizing with the 
GST would increase its simplicity, neutrality and visibility; other members saw the 
expansion of the base to services as giving too much credibility to sales taxes as a 
method of raising revenue. 


There was another area of major disagreement between working group members. 
Some members felt that provincial autonomy to direct tax policy was very impor- 
tant. Other members felt that the trade-offs between simplicity and provincial 
autonomy associated with harmonized sales tax systems were worthwhile. 


Accordingly, some members felt Ontario should enter into negotiations with the 
federal government to harmonize their sales tax systems. Other members felt that 
the elimination of Ontario sales taxes should be the government’s longer-term goal. 


Finally, with respect to the recommendation made below, there were two areas 
where the group was not able to reach consensus. The first was the treatment of 
books and periodicals. Some members felt strongly that they should be exempt from 
tax. The second area in which consensus could not be reached was the manner in 
which the revenue loss associated with the recommendation should be recovered. . 


Areas of Consensus 


Despite the differences among working group members on the goals for sales tax 
reform, working group members did have areas of agreement. The criteria that they 
set out at the beginning of the process—the need for some low-income relief to off- 
set the regressivity of the sales tax and, the need for changes to the sales tax system to 
contribute to economic growth—lead them to consensus on the following as appro- 
priate goals for sales tax reform: 


e Changes to the tax should encourage increased efficiency and productivity; 


e The sales tax credit should be enhanced to offset any increase in tax paid by 
low-income individuals; 
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e All capital goods used for business investment should be exempt from sales 
tax; 


e Sales taxes on business inputs, in addition to capital goods, should be reduced, 
provided any regressive impact for low-income individuals from this change 


is offset by refundable tax credits; 
e Short-run employment losses associated with reform should be minimized; 


e There should be no relative shift towards sales taxes as a revenue source as 
compared with other tax bases; 


e The sales tax burden on charities should be reduced; 


e The sales tax burden on municipalities, universities, schools and hospitals 
should not be increased; and, 


e The GST should continue to be excluded from the base of the RST. 


Recommendation 


Despite the lack of consensus on broader goals, members had consensus on the fol- 
lowing recommendation in the context of the concerns outlined above: 


As an interim measure, Ontario should broaden the retail sales tax base 
on goods to be consistent with the federal tax; the associated increase in 
revenue should be used to reduce the rate; all capital goods should be 
exempt from retail sales tax; and an enhanced refundable sales tax 
credit should be implemented to offset the impact of these changes on 
low-income individuals. 


While some members saw this as an interim step to harmonization, others saw it as 


a way in which to mitigate the negative aspects of the current retail sales tax until 
the longer term goal of eliminating the tax could be achieved. 
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RST/GST Working Group 
REPORT 


1. INTRODUCTION 


i. Mandate Of The Working Group 
The RST/GST Working Group is one of eight groups established by the Treasurer to - 
answer specific questions regarding the fairness of the current tax system. The 
Treasurer's questions to this group were: 


What changes should be made to Ontario's retail sales tax now that the fed- 
eral government has implemented the goods and services tax? Are there any 
changes that should be made for administrative or policy reasons as the result 
of having both RST and GST collected at the retail level? 


In addition, the Commissioners of the Fair Tax Commission asked the working 
group to consider the following questions: 


Should Ontario abandon the retail sales tax and enact a multi-stage sales tax? 


What kind of administrative arrangements with the federal government 
should be made if such a tax was enacted? 


What form of low-income relief should be brought in to counteract the 
regressive aspects of such a tax? 


Should something be done about the windfall gains to the business sector 
resulting from the shift to a multi-stage sales tax from a retail sales tax? 


ii. The Process 

The Treasurer appointed members to the working group in mid-September 1991 
and asked them to report by February 1992. Working group members then requested 
an extension of the reporting deadline to the end of March. Working group mem- 
bers were all volunteers who donated both their time and their expertise to the pro- 
cess. 
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The group’s membership encompassed a range of constituencies that would be 
affected by any changes to the retail sales tax. The working group included represen- 
tatives from business, community groups, labour, consumer advocacy groups, and 
the academic community. Members from the business community were from man- 
ufacturing, financial services, retailing, and tax professionals. The group was pro- 
vided with support from the Fair Tax Commission Secretariat and representatives 
from various ministries in the Ontario public service. 


At the initial meetings, members engaged in an education program to familiarize 
themselves with the current Ontario retail sales tax, the federal goods and services 
tax, and the issues that are relevant when considering the two taxes in relation to 
each other. Presentations were made to the group on: the operation of the retail 
sales tax, sales tax issues, incidence of the Ontario retail sales tax, the tax policy mak- 
ing process, and sales tax competitiveness. 


Another important aspect of the education process was discussions among members 
on sales taxes and tax fairness. These discussions allowed members with different 
perspectives to understand each other’s point of view on tax fairness and appro- 
priate goals for the retail sales tax. As a result of these presentations and discussions, 
the working group developed a set of options to consider and criteria to use when 
evaluating them. 


Given the Commission’s extensive consultation process, and the tight timeline of 
the working group, members decided the most appropriate form of consultation for 
them to pursue from the broader community would be to solicit written submis- 
sions. A letter outlining the options the working group was considering was sent to 
a range of organizations that were considered to have a direct or indirect interest in 
the impact of sales tax reform. These organizations were asked to comment on the 
options considered by the group, focussing on the impact on their membership. 
Submissions were solicited from 39 organizations, and 20 were received (Appendix 2 
contains a list of these organizations). 
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2. CRITERIA FOR EVALUATING OPTIONS 


During the course of the discussions on tax fairness, it became evident that working 
group members held divergent views on the issue. These views reflect two different 
approaches to the subject. 


One approach starts from the position that the tax system can and should achieve 
fairness in the sum of its parts. Currently, progressive elements of the tax system are 
delivered through the personal income tax. Members who hold this view believed 
that it is through the personal income tax that any regressivity of sales taxes can be 
corrected. 


From this perspective, the main objective of the retail sales tax is to raise revenue. 
The goal for design of a sales tax is to be as simple and efficient as possible, so that 
economic growth and employment can be encouraged. This simplicity and efficiency 
calls for a very broad base and as little tax on intermediate goods as possible. The 
goal of simplicity also suggests that having both the federal and provincial govern- 
ments administer separate sales taxes is inefficient. 


The design problems that need to be solved from this perspective are as follows. The 
negative impact of the retail sales tax on low-income individuals’ access to basic 
goods needs to be offset. While the broadest base possible is desirable, some goods 
and services still cannot be taxed for both political and practical reasons. The group 
of these goods and services needs to be defined. 


The second perspective starts with the view that the current tax system is not suffi- 
ciently progressive. Therefore, changes to the sales tax should be evaluated on 
whether they increase the progressivity of the tax system and further social goals. 
From this perspective, retail sales taxes are an undesirable revenue source because of 
their regressivity. However, practical and political problems associated with major 
restructuring of the tax system would make elimination of sales taxes too difficult at 
this time. 


The objectives of any reform to the tax system from this perspective are to reduce 
the sales tax burden on the poor and to restructure the retail sales tax so the current 
burden is shifted away from those with low and middle incomes toward high- 
income individuals. The efficiency criteria are more closely related to whether the 
tax changes encourage increased investment and employment in Ontario than to 
simplicity and administrative ease. 


The major design problems that need to be solved from this perspective are as fol- 
lows. Essential goods and services need to be identified so that they can be exempt 

from tax. The need for low-income credits should be minimized to avoid the cash 
flow and accessibility problems associated with them. The low income credits need 
to be designed in a way that ensures that they meet the needs of those receiving 
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them. This would include increased sensitivity to different spending patterns and to 
the definition of income on which eligibility for the credit is based. A tax design 
needs to be identified that will minimize, or at least not increase the tax or adminis- 
trative burdens on charitable and non-profit organizations. Any changes for effi- 
ciency reasons should be targeted specifically toward increasing the productive 
capacity of the economy and employment. 


While these two perspectives represent fundamentally different outlooks, they are 
not necessarily mutually exclusive. There are areas of agreement. The first is the 
need for some low-income relief to offset the regressivity of the tax system. The 
second is that any changes to the sales tax system should contribute to economic 
growth. 


The working group agreed to two sets of criteria against which to evaluate any 
changes to the retail sales tax. The first was the economic and competitive impact 
(which includes the costs of compliance and administration) of the tax. The second 
was the distributional impact. 


In order to have a quantifiable basis upon which to evaluate the various options, 
the working group used the Social Policy Simulation Database Model developed by 
Statistics Canada to evaluate the distributional impact, and the FOCUS-Ontario 
model, developed by the Institute for Policy Analysis at the University of Toronto, 
to evaluate the economic impact of various options. 


a a a A ee 
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3. OPTIONS UNDER CONSIDERATION 


Working group members identified five broad options available to the Ontario 
government in response to the implementation of the federal GST: 


e Eliminating the retail sales tax; 
e Status Quo with no change in policy; 


e Modifying the existing retail sales tax to improve the fairness to Ontario 
residents and businesses; 


¢ Fully harmonizing Ontario’s sales tax with the federal government's existing 
goods and services tax; 


e Suggesting modifications to the current goods and services tax that would 
improve it and make harmonization more attractive to Ontario. 


In conjunction with the last four options, the working group considered enrich- 
ment and redesign of the low-income sales tax credit. 


The working group spent a number of meetings refining the latter three options. 
Early in the process, members decided that all options considered would be revenue 
neutral to maintain comparability between them and to limit the possible range of 
options. The options were not constrained to recover all the revenue from the retail 
sales tax. For analytical purposes, options were considered which recovered some of 
the revenue from personal or corporate income taxes. However, working group 
members were aware that the Treasurer will have a wider range of choices available 
to him. 


i. Modified Retail Sales Tax 


While discussing possible modifications to the retail sales tax, members considered 
ways in which it could better meet social goals of equity, progressivity and increased 
productivity. Concerns about the adequacy and design of the low-income credit were 
expressed. The erosion of the credit through the lack of indexation was also pointed 
out as a problem. The need for a low-income credit to be designed to more closely 
reflect variations in spending patterns and needs among people receiving it was 
expressed. This could take the form of a single supplement, and enriched credits for 
seniors and people with disabilities. However, some members also had concerns 
about increases in personal income taxes associated with these changes. Members 
also questioned the current structure of exemptions to the sales tax, and whether the 
policy justifications for them remained valid. As a result, the experiments that were 
conducted removed all exemptions that were not present in the current GST base 
for goods. 
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While discussing changes to the retail sales tax in response to the GST, the group 
considered changes that could be made to the administration of the Ontario retail 
sales tax to make compliance with the two sales tax systems simpler. The working 
group came to the conclusion that there was not a great deal of room for simplifi- 
cation within the context of two parallel sales tax systems. In addition, there did not 
appear to be any way to jointly administer the two taxes. Aside from the fact that 
many businesses already administer the two taxes, from the perspective of ease of 
administration and compliance, harmonization was the only meaningful option. 


As a result, the modifications to the RST that were analysed focussed on another 
positive economic impact of implementation of the GST. One of the aspects of the 
multi-stage nature of the GST is that it removes the tax on all intermediate goods, or 
business inputs. Some of these business inputs, capital goods, are particularly impor- . 
tant from a macroeconomic perspective because they increase the productive 
capacity of the economy.! By removing the tax on these goods, their prices decrease, 
which in turn encourages increased investment. This decrease in the cost of capital 
goods would enhance the attractiveness of Ontario as an investment location. The 
cost of investment in Ontario relative to other jurisdictions becomes particularly 
important if Quebec proceeds to the second stage of harmonization as planned. In 
this second stage of harmonization, all business inputs will be exempt from tax in 


Quebec. 


ii. Harmonization 


Initial research conducted for the working group suggested that a revenue neutral 
harmonization of the retail sales tax with the GST would result in a 7 per cent rate, a 
one percentage point drop from the current retail sales tax rate. Moving to a multi- 
stage sales tax results in tax paid on business inputs being refunded through input 
tax credits, effectively removing these inputs from the tax base. The increased 
revenue from broadening the sales tax base on personal consumption expenditures 
is largely offset by the loss of tax on business inputs. This rate did not provide for 
any additional revenue for enrichment of the low-income sales tax credit, nor did it 
anticipate obtaining any revenue from other tax sources. 2 


The amount of revenue shifted to the personal sector, as well as consumers’ 
response to the increase in goods and services subject to the tax without a meaning- 
ful decrease in the rate, was of concern to some members. Some members were also 
concerned that the tax savings to business would not be passed on to consumers. In 
addition, the economic impact results suggested that the transitional costs to the 
economy of harmonization varied with how high the rate was set. If some of the 
revenue loss associated with the removal of tax from business inputs was recovered 


! There is currently an exemption from Ontario retail sales taxes for production machinery and 
equipment, however, other capital goods are subject to tax. 

2 With a low-income offset that was similar to that of the federal government the rate would be close 
to 8 per cent. 
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through other taxes, the transitional costs were reduced. This resulted from different 
tax bases having different impacts on the aggregate price level in the economy. 
Research on the relative distributional impact of various taxes suggested that recov- 
ering some of the revenue from other tax bases would also be desirable from a dis- 
tributional perspective. 


iii. Modified Goods and Services Tax 


In considering this option, working group members operated within the framework 
of a tax that was in principle the same as the GST (a multi-stage sales tax). Members 
considered what modifications, within the structure of such a tax, might be desir- 
able. In particular, areas were identified where Ontario should work with the federal 
government to consider changes to the GST that would also be implemented for an: 
Ontario tax. They were assisted in this by the submissions they received that 
addressed both these and other issues. The working group did not have the time or 
resources to complete the in-depth industry studies required to make detailed 
recommendations to the Treasurer on these modifications. However, the group 
identified the following issues and sectors which would benefit from further analy- 
sis both by Ontario and the federal government: 


e The treatment of food; 
e The treatment of residential construction; 


e The complexity and additional costs associated with the treatment of munici- 
palities, universities, schools, hospitals (MUSH sector); 


e The impact that the GST has had on non-profit organizations and charities; 


e The treatment of financial services industries, and in particular, financial 
intermediation; 


e The treatment of books and periodicals. 


There are a number of issues of a technical nature which the Treasurer would have 
to address with respect to implementation of a provincial GST. One of these is 
whether the tax should be single or multi-stage. There are constitutional aspects to 
this question which the working group was not equipped to address. However, 
working group members were in a position to comment on the impact on industry. 
Ease of compliance was considered very important, and members suggested that a 
multi-stage system that paralleled that of the federal GST would be preferable. The 
potential for abuse in a single-stage tax using exemption certificates or registration 
numbers was of concern to some members. The latter system can create difficulties 
when purchasing goods from a non-standard supplier, from retailers or when an 
order includes both goods for “own use” and for resale. In addition, there are com- 
plexities for vendors in a single-stage system. However, some members felt that the 
cash flow benefits from the single-stage tax mitigated some of the administrative dif- 
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ficulties, particularly when the exemption applies only to invoices which exceed a 
minimum amount. 


iv. Low-Income Credit Design 


All members of the working group were concerned about the adequacy and design 
of the low-income sales tax credit both under the existing sales tax system and the 
various options under consideration. Several experiments were conducted to 
determine the impact of a credit that was larger than the sales tax portion of the 
Ontario property and sales tax credits, and did not replicate the design flaws of the 
federal GST credit.3 Initially, members considered the impact of an Ontario sales tax 
credit that was designed to be equal in total expenditure to the GST credit in Ontario, 
and designed in the following manner: $350 per adult, $175 per child, and $100 
increment for seniors. The credit was phased out when family net income exceeds 
the Statistics Canada low income cut-off for families of that size. For each dollar of 
income over the threshold, the credit is reduced by 5 per cent. While the structure of 
the credit was retained, the actual dollar amounts and the phase-out rate were 
varied as working group members targeted the credit in the manner described in the 
research results below. 


v. Design of Options 


In order to refine the policy options, a number of experiments were conducted to 
determine the relevant choice variables from both distributional and economic 
impact perspectives for the full harmonization and modified retail sales tax options. 
Simulations were structured to highlight the most important factors in evaluating 
the macro-economic impact of changes to the retail sales tax. The choice variables 
were: the rate of tax, the base of goods and/or services subject to the tax, and what 
other taxes could be used to recover part of the existing retail sales tax revenues. For 
both the modified RST and the GST options, experiments were conducted collecting 
part of the revenue from personal or corporate income taxes, as well as recovering 
all of the revenue from sales taxes. For the modified RST, option experiments were 
conducted on different tax bases. Harmonization experiments were conducted at 
various rates. 


With respect to the distributional impact of various options, the choice variables 
were the base, and what other taxes were used to recover part of the existing retail 
sales tax revenues. Experiments were conducted to determine the distributional 
impact of the various sales tax bases under consideration. This was done by collect- 
ing the same amount of revenue from the GST base, and the modified RST bases 
described below. In this manner, the impact of changes in the base was isolated from 
changes in the rate and therefore the amount of revenue collected. In addition, an 
experiment was conducted to determine the distributional impact of recovering part 


3 The Ontario tax credit offsets both sales and property taxes; for analytical purposes the sales tax 
credit share was estimated proportionally. 


8 APRIL 1992 FAIR TAX COMMISSION 


e RETAIL SALES TAX/GOODS AND SERVICES TAX WORKING GROUP e 


of the revenue through corporate or personal income taxes (both through the rate 
and through an increase in surtaxes). The experiments described below were con- 
ducted with an increase in the rate, because the working group did not have the 
time, mandate or expertise to redesign the personal income tax system. 


As a result of these experiments, four different alternatives were chosen for further 
analysis, the results of which are reported below. These alternatives included three 
variations on the modified RST option and one for the full harmonization option: 


¢ Modified RST, at the revenue neutral rate of 6.3 per cent, with the goods base 
extended to that of the GST, including both business and personal consump- 
tion of energy?; 


¢ Modified RST, at a 6.3 per cent rate, with the goods base extended to that of 
the GST, including both business and personal consumption of energy, capital 
goods are exempted from the tax, with the associated revenue loss recovered 
through personal income taxes; 


¢ Modified RST, at a 5.7 per cent rate®, with the base extended to goods and per- 
sonal services (excluding personal business services), capital goods are 
exempted from the tax with the associated revenue loss recovered through 
personal income taxes; 


e Full Harmonization at a 6 per cent rate with the remaining revenue re- 
covered from personal income taxes. 


No simulations were conducted for the modified GST option, as the macro- 
economic impacts were assumed to be similar to those of the full harmonization. 


4 The inclusion of energy accounted for the majority of the reduction in the sales tax rate, experiments 
conducted which excluded energy had a revenue neutral rate of 7.6 per cent. 
5 This was the revenue neutral rate for this base prior to capital goods being exempt. 
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4. RESEARCH RESULTS 


The results reported below use the FOCUS-Ontario model from the Institute for 
Policy Analysis and the Social Policy Simulation Database/Model (SPSD/M), devel- 
oped by Statistics Canada (see appendix for descriptions of the models). The FOCUS- 
Ontario model was used for “scenario simulation”, in which the impact of the tax 
policy changes outlined above are compared to a “base case” simulation in which 
the current tax structure is retained. Each of these scenarios were assumed to begin 
in 1993 and the impacts over the next 10 years were reported. Because FOCUS- 
Ontario is a macroeconomic model, it cannot provide information on the distribu- 
tional impact of policy changes. As a result, information from these simulations was 
then used in the context of SPSD to provide distributional analysis. 


SPSD operates in a static environment (1991), and only operates in the personal sec- 
tors of the economy. Much of the analysis that was conducted involved shifting the 
shares of the sales tax between the business and personal sector of the economy, 
therefore a number of assumptions had to be made outside the context of the model. 
Statistics Canada’s COMTAX model, which is used in conjunction with SPSD, was 
drawn on for estimates of the distribution of the current retail sales tax among sec- 
tors. 


i. Economic Analysis Assumptions 


The following assumptions were made about administration and compliance costs 
in the full harmonization simulation. 


e Under full harmonization, government current expenditures are reduced by 
$40 million per year to account for the reduced administrative costs.’ This 
represents the potential cost savings regardless of which level of government 
administers the tax. 


¢ Under full harmonization, the reduced costs of compliance for the private 
sector are reflected in a $65 million increase in productivity.8 


6 This analysis is based on Statistics Canada’s Social Policy Simulation Database and Model. The 
assumptions and calculations underlying the simulation results were prepared by the Fair Tax 
Commission Secretariat, and it is responsible for the use and interpretation of these data. 

7 This is the estimate by the Ministry of Revenue of the total cost of administering the retail sales tax. 
While it is likely that Ontario would have to share administration costs with the federal government, 
this figure was used as an outside limit to the possible administrative cost savings associated with 
harmonization. 

8 Estimates of the compliance costs to business of multiple sales taxes are difficult to find. This figure 
was atrived at by using the estimate of increased costs to businesses of administering multiple vs. single 
VAT rates in Cedric Sandford “The Administrative and Compliance Costs of the United Kingdom’s 
Value Added Tax,” , Canadian Tax Journal, vol. 38, no.1, 1990, pp. 1-20. 
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For both sets of experiments, it is assumed that the share of tax paid by governments 
will remain the same. This could occur through an adjustment in the rate or the 
level of financial support from the provincial government. 


ii. Distributional Analysis Assumptions 


_ The following assumptions were made about shifting of the portions of the retail 
sales tax that do not fall directly onto consumers: 


e A portion of the RST paid by businesses is ultimately borne by consumers. As 
a result, under full harmonization, this portion of the total reduction in tax 
paid by businesses will be passed on to consumers in the form of lower prices. 


e The portion of the RST which falls on business investment (spending on 
capital goods) is reflected in the prices of those goods. The removal of the RST 
therefore results in a reduction in the after-tax cost of capital goods. 


e A portion of RST paid by businesses is ultimately reflected in the price of 
exports. As a result, with harmonization, taxes previously in the export price 
must be paid by Ontario consumers. 


e In the modified RST alternatives, the increase in taxes on business energy 
that falls on consumer goods and services is passed on to consumers in the 
form of higher prices. 


iii. Economic Impact Results 


The following text and tables describe simulations that were conducted on the 
FOCUS-Ontario model. The results that are reported are changes from the “base case 
scenario”, and measure the effect of the change in comparison to what the existing 
projections in the model are. 


Overview 


There is not a great degree of difference in the economic impact of the three alterna- 
tives that include some reduction in tax on business inputs. When investment 
goods are exempt and the revenue is recovered through personal income taxes, 
there is an initial negative impact on GDP and employment. This negative impact is 
due to the fact that the decrease in consumption occurs more quickly and outweighs 
the increase in investment. However, the negative impact is not large and is offset 
by an increase in productive capacity in later years. The alternative that does not 
exempt business inputs has a negligible macroeconomic impact. 
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Modified RST with extended goods base 


In this simulation, the base of the retail sales tax was extended to equal that of the 
GST on goods, but not of services. As a result, exemptions for items such as books 
and children’s clothing were eliminated. The largest change was the inclusion of 
energy for both personal and business consumption. The expansion of the base 
results in a decrease in the sales tax rate to 6.3 per cent. Initially, this simulation has 
a slight negative impact on economic activity. However, by the end of the simula- 
tion period the impact on real GDP goes to zero. The results of this simulation are 
reported in Table 1. 


Modified RST with extended goods base and capital goods exempt 


In this simulation, the base of the retail sales tax was the same as the previous modi- 
fied RST alternative. As a result, it was extended to equal that of the GST on goods, 
but not on services. The sales tax rate was reduced to 6.3 per cent. The tax was left as 
a single stage tax and therefore the administration was not harmonized with that of 
the GST. Sales tax was removed from capital expenditures (plant and equipment). 
The revenue loss resulting from the exemption for capital goods was offset through 
an increase in personal income taxes. As a result Ontario personal income taxes 
increase by about $1.3 billion or 7.6 per cent. This represents a 2.6 per cent increase in 
total (federal and provincial) personal income taxes paid by Ontarians. 


The results of this simulation are reported in Table 2. In the first year, real GDP is 
0.25 per cent below the base case level. However, there is a slight positive GDP 
impact thereafter, which increases throughout the projection period. There is an 
immediate positive impact on investment in machinery and equipment and non- 
residential construction. The increase in investment in machinery and equipment 
was about twice that of the increase in non-residential construction. These positive 
impacts continued throughout the simulations. Initially, there is quite a sharp drop 
in employment of about 23,000 jobs. The negative impact drops off after that year 
and is close to zero for the remainder of the simulations. 


Modified RST with.the base extended to goods and services 
and capital goods exempt 


In this simulation, the base of the retail sales tax was extended from the previous 
RST alternative to include the services (other than personal business services) in 
the base of the GST. The rate was reduced to 5.7 per cent. The tax was left as a single 
stage tax and therefore the administration was not harmonized with that of the 
GST. The sales tax was removed from capital expenditures. The revenue from 
exempting capital goods was recovered through an increase in personal income 
taxes. As a result, Ontario personal income taxes increased by about $1.1 billion or 6.7 
per cent. This is a 2.3 per cent increase in total (federal and provincial) income taxes 
paid by Ontarians. 
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The results of this simulation are reported in Table 3. For the first three years of the 
simulation, there is a slight negative impact on GDP as the decrease in consumption 
outweighs the increase in business investment. In the first year, real GDP is 0.38 per 
cent below the base case level. However, the negative impact drops off sharply after 
the first year. 


There is an immediate positive impact on investment in machinery and equipment 
and non-residential construction. The increase in investment in machinery and 
equipment was about twice that of the increase in non-residential construction. 
These positive impacts continued throughout the simulations. Initially, there is 
quite a sharp drop in employment of about 32,000 jobs. This negative impact dwin- 
dles throughout the simulation. 


Full Harmonization 


In this simulation, the Ontario retail sales tax was harmonized with the GST, with 
Ontario moving to a multi-stage sales tax and adopting the same base as the GST. 
The provincial GST rate was set at 6 per cent, the rate at which the Consumer Price 
Index was unchanged. The loss in revenue was recovered from an increase in per- 
sonal income taxes. As a result, Ontario personal income taxes in the first year are 
increased by about $1.5 billion, or an 8.6 per cent increase. This is a 3 per cent 
increase in total (federal and provincial) income taxes paid by Ontarians. 


The results of this simulation are reported in Table 4. Initially, there is a slight nega- 
tive impact on GDP. In the first year, real GDP is 0.42 per cent below the base case 
level. However, the negative impact drops off sharply after the first year. Three years 
after implementation, the impact on GDP is positive. 


There is an immediate positive impact on investment in machinery and equipment 
and non-residential construction. The increase in investment in machinery and 
equipment was about twice that of the increase in non-residential construction. 
These positive impacts continued throughout the simulations. In the first year, 
there is quite a sharp drop in employment of about 31,000 jobs. By the sixth year after 
implementation, the employment impact of harmonization is positive. 
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iv. Distributional Impact Results 


The following information shows the distributional impact of the various alterna- 
tives.? The net impact figures include sales tax, personal income tax and price im- 
pacts. The costs of two credit designs were then calculated. Credit one was targeted to 
offsetting, on average, the increase in sales taxes, net of price impacts, paid by the 
first three income groups ($0-$30,000), as a result of the policy change. Credit two was 
targeted to offsetting the total sales tax paid, net of price changes, by the first two 
income groups ($0-$20,000). The overall design of the credit remains that it is sensi- 
tive to family size, and there is an enhanced amount for seniors. The dollar amount 
per family, and the reduction rates vary with different designs. 


Overview 


The overall impact of the four alternatives on the personal sector of the economy 
can be characterized as follows. Full harmonization would result in a $1.9 billion!° 
decrease in the income available to the personal sector. The modified RST with an 
extended goods base represents a $200 million decrease in income available to the 
personal sector. The modified RST with extended goods base and capital goods 
exempt represents a $1.4 billion decrease in income available to the personal sector. 
The modified RST with the base extended to goods and services and capital goods 
exempt represents a $1.5 billion decrease in the income available to the personal 
sector. More detailed information on the aggregate impact of the alternatives is in 
the text below. 


The distributional impact of the sales tax component of the alternatives can be 
summarized by the relative cost of the credits for each of the alternatives. Credit two 
for full harmonization costs $1.3 billion. Credit two for the modified RST with the 
base extended to goods costs $1.2 billion. Credit two for the modified RST with the 
base extended to goods and services costs $1.4 billion. The higher cost of the credit 
for the latter alternative results from the impact of the business inputs that remain 
in the base. While in the fully harmonized alternative the sales taxes embedded in 
consumer prices decrease, in the modified RST alternatives the embedded sales 
taxes increase due to the inclusion of business energy. The reduction in the rate in 
the RST on goods and services alternative from the RST on goods alternative is paid 


9 The SPSD/M model was used to provide estimates on the distributional impact in Ontario of the 
current provincial RST and federal GST. As well, the model was used to provide data on the 
expenditure pattern, over income groups, of the commodities which were added to the RST base in the 
options. The SPSD/M model was also used to estimate the impact in Ontario of the new low-income 
credit and the current personal income tax. The FOCUS model provided estimates of the aggregate 
impact of the different consumption tax bases. The distributional impact was estimated by combining 
the aggregates with distributional data from SPSD/M. The aggregates were distributed to income 
groups in proportion to various available bases, as appropriate: the distribution of the consumption 
taxes (RST or GST); the distribution of expenditures on items added to the tax base; the distribution of 
the current personal income tax; and the distribution of the new modelled low-income sales tax credit. 
10 All distributional impact results are in 1991 dollars. 


———————— 
18 APRIL 1992 _ FAIR TAX COMMISSION 


e RETAIL SALES TAX/GOODS AND SERVICES TAX WORKING GROUP e 


for by the personal sector as the expansion of the base is all on the personal side. As a 
result, the total tax collected on business inputs that remain in the base is reduced 
due to the lower rate. 


Modified RST with extended goods base 


In this alternative, the base of the retail sales tax was extended to equal that of the 
GST on goods, but not on services. As a result, exemptions for items such as books 
and children’s clothing were eliminated. The revenue neutral rate dropped to 6.3 
per cent. The largest change was the inclusion of energy for both personal and busi- 
ness consumption. 


Sales taxes collected directly from persons decrease by $377 million in this simula- 
tion, as the expansion of the base to all energy shifts the balance of the revenue to 
the business sector away from the personal sector. Prices of consumer goods are 
increased by $580 million due to the increase in energy taxes being partially passed 
on to Ontario consumers. As a result, the impact net of price of this alternative is to 
increase taxes on the personal sector by $206 million. To offset the impact of this 
alternative on the first three income groups (credit one), an enrichment of the credit 
by $68 million is required. As a result, a $68 million increase in personal income 
taxes is required to pay for it. To reduce the sales tax net of price changes to zero for 
the first two income groups (credit two), an additional $1.2 billion must be added to 
the credit. As a result, a $1.2 billion increase in personal income taxes is required to 
pay for it. Table 5 has detailed information on the distributional impact of this alter- 
native for both credits. 


Modified RST with extended goods base and capital goods exempt 


In this alternative, the base of the retail sales tax was the same as in the previous 
one, it was extended to equal that of the GST on goods, but not of services. The rate 
was reduced to 6.3 per cent. Capital goods were exempt with the associated revenue 
loss being recovered through an increase in personal income taxes. 


Due to the manner in which these experiments were structured, the impact of this 
alternative on sales taxes is the same as the one described immediately above. 
However, the increased personal income taxes changes the aggregate impact. Sales 
taxes collected directly from persons decrease by $377 million in this simulation, due 
to the expansion of the base to energy shifting the balance of the revenue to the 
business sector from the personal sector. Personal income taxes collected are 
increased by $1.2 billion. Prices of consumer goods are increased by $580 million due 
to the increase in energy taxes being partially passed on to Ontario consumers. As.a 
result, the impact net of price of this alternative is to increase taxes on the personal 
sector by $1.4 billion. 


To offset the impact of this alternative on the first three income groups (credit one), 
an enrichment of the credit by $68 million is required. As a result, a $68 million 
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increase in personal income taxes is required to pay for it. To reduce the sales tax net 
of price changes to zero for the first two income groups (credit two), an additional 
$1.2 billion must be added to the credit. As a result, a $1.2 billion increase in personal 
income taxes is required to pay for it. Table 6 has detailed information on the distri- 
butional impact of this alternative. 


Modified RST with base extended te goods and services 
and capital goods exempt 


In this alternative, the base of the retail sales tax was extended to equal that of the 
GST on goods and personal services. Energy for both business and personal con- 
sumption was included in the base. The rate was reduced to 5.7 per cent. Capital 
goods were exempt with the associated revenue loss recovered through an increase 
in personal income taxes. 


Sales taxes collected directly from persons decrease by $64 million in this simulation. 
Personal income taxes collected are increased by $1 billion. Prices of consumer goods 
are increased by $580 million due to the increase in energy taxes being partially 
passed on to Ontario consumers. As a result, the impact net of price of this alterna- 
tive is to increase direct and indirect sales taxes on the personal sector by $518 mil- 
lion. The total increase in taxes on the personal sector of this alternative is $1.5 
billion. 


To offset the impact of this alternative on the first three income groups (credit one), 
an enrichment of the credit by $292 million is required. As a result, a $292 million 
increase in personal income taxes is required to pay for it. To reduce the sales tax net 
of price changes to zero for the first two income groups (credit two), an additional 
$1.4 billion must be added to the credit. As a result, a $1.4 billion increase in personal 
income taxes is needed to pay for it. Table 7 has detailed information on the distribu- 
tional impact of this alternative. 


Full Harmonization 


In this alternative, Ontario implements a GST at a rate of 6 per cent. To maintain 
revenue neutrality, personal income taxes are increased to make up for the shortfall 
in revenue. Sales taxes collected from persons increase by $1.4 billion in this simula- 
tion. Personal income taxes increase by $1.3 billion. This is a total of $2.7 billion 
increase in taxes on the personal sector. Prices of consumer goods are decreased by 
$850 million due to the pass-through of a portion of the tax on business inputs. As a 
result, the impact net of price of this alternative is to increase taxes on the personal 
sector by $1.9 billion. 


To offset the impact of the increased sales tax net of price changes on the first three 
income groups (credit one), an enrichment of the credit by $250 million is required. 
As a result, a $250 million increase in personal income taxes is required to pay for it. 
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To completely offset the sales tax net of price changes paid to zero on the first two 
income groups (credit two), an additional $1.3 billion must be added to the credit. As 
a result, a $1.3 billion increase in personal income taxes is required to pay for it. 
Table 8 has detailed information on the distributional impact of this alternative for 
both credits. 
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5. EVALUATION OF OPTIONS 


In order to rank the options outlined above, and in an attempt to come to a consen- 
sus, working group members discussed the relative merits of each of the options. 
The results of the research on the distributional and economic impact of the alterna- 
tives did not provide a clear direction for change. When formulating their advice to 
the Treasurer, members found that a number of other issues—which were not 
quantifiable—entered into their deliberations. 


Status Quo 


The following positive aspects of leaving the retail sales tax unchanged were identi- 
fied. The current retail sales tax is a well-established revenue source, and is familiar 
to vendors, consumers and those who administer it. Given current economic condi- 
tions, the fact that this option would not involve any implementation shocks or 
transitional costs is more important than it might be in a period of stronger eco- 
nomic growth. Some members felt that in the current climate of political and eco- 
nomic uncertainty, it would be more appropriate to delay reform until a later date, 
rather than harmonizing now with a system that might be radically changed in the 
near future. In addition, this option would not involve the competitive disadvan- 
tages associated with being the only province to tax a wide range of business ser- 
vices. Furthermore, within the context of revenue neutrality, there is still the possi- 
bility of redesigning the low-income credit to make it more sensitive to diverse 
spending patterns and needs. 


However, working group members also identified the following negative aspects of 
maintaining the status quo. This option retains two administrative systems with the 
attendant complexity for businesses, consumers, and government administration. 
Some members felt that continued tax cascading is a particular problem (that is, due 
to the taxation of business inputs different products have differing amounts of sales 
tax embedded in their price). With an unchanged sales tax structure, the negative 
economic impact of taxing capital investment and exports will continue. In addi- 
tion, the following were noted: i) the current out-dated system of exemptions and 
ineffective sales tax credits will be left in place; ii) cross-border shopping will con- 
tinue to be retail sales tax free; and iii) there will be no alleviation of the burden on 
charities and non-profit organizations. Finally, some members felt that retaining a 
regressive tax base is a negative aspect of this option. 


Elimination of the Retail Sales Tax 


Some members felt that the replacement of the retail sales tax with progressive 
revenue sources is an essential policy goal. Elimination of the retail sales tax would, 
of course, end the dual sales tax systems and increase simplicity for consumers and 
in administration and compliance. The elimination of the retail sales tax would also 
have a favourable short run macroeconomic effect. The absence of an Ontario sales 
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tax would reduce cross-border shopping. However, working group members were 
aware of the repercussions of the loss of a major source of revenue for the govern- 
ment and the necessity to obtain this revenue from other sources. Finally, some 
members were concerned with the fact that the elimination of taxes on consump- 
tion increases the tax burden on savings (as a result of the shift of taxation from con- 
sumption to income). 


Modified RST Options 


Before moving on to the specific alternatives outlined in the research section, work- 
ing group members considered the merits of modifying the RST in comparison to 
the status quo and the two harmonization options. Within the context of a modified 
RST, there is the opportunity to exempt selected business inputs from tax. In partic- 
ular, exempting capital goods results in an increase in investment and therefore in 
productivity. From an administrative perspective, maintaining the RST, even with 
modifications, would be less disruptive than moving to an Ontario GST. Finally, the 
alternatives under consideration allowed for enhancement of the existing low 
income credit. 


Under any structure in which the goods base matched that of the GST, the federal 
government's conditions for collection of retail sales taxes at the border would be 
met. This would improve cross-border sales tax collection and could contribute to a 
decrease in cross-border shopping. The expansion of the tax base has another poten- 
tially positive impact, in that the taxation of energy could induce a reduction in its 
use that would be environmentally beneficial. However, members were concerned 
about the inter-industry impact of applying the sales tax to energy. 


Finally, working group members felt that a modified RST could be acceptable to the 

general public with the combination of a broader base, lower rate and enhancement 

of the low-income credit. However, the modified RST options have all the negative 
aspects associated with status quo with respect to cascading, administrative complex- 
ity, and the maintenance of a regressive tax base. 


When considering the modified RST alternative with an extended goods base, 
members noted that it would address cross-border sales tax collection problems. 
However, it would be at the cost of extending the base to goods such as books and 
children’s clothing; some members felt this would be in conflict with the social goals 
of taxation. Furthermore, this option did not produce any longer-term positive 
economic impacts, and had all the shortcomings associated with the status quo. 


When considering the modified RST alternatives in which capital goods were 
exempt, working group members weighed the following factors. These options 
resulted in increased productivity through higher investment. However, the nega- 
tive transitional costs in employment were of concern to some members, as was the 
transfer in taxation to persons resulting from the elimination of the tax on capital. 
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In light of these concerns, members noted that the alternative where the base was 
extended only to goods had the smallest negative impact on employment. 


The alternative which extended the base to both goods and services had more poten- 
tial for revenue generation. In addition, some members felt the fact that the exten- 
sion of the base to services results in less tax-induced distortions to prices, and there- 
fore economic behaviour, was an important positive aspect of the broader base. At 
the same time, some members noted the following: i) the inclusion of services also 
increases the burden on charities and non-profit organizations; ii) it shifts the long- 
term balance of income and consumption taxation seniors have faced over their 
lifetime; and, iii) the increase in taxation of services also discourages independent 
living for seniors and disabled persons. 


With these alternatives, the administrative complexity associated with two tax sys- 
tems is exacerbated by the increased number of exemptions. In the alternative where 
the base is extended to services, there is a further increase in compliance costs as the 
number of vendors collecting the tax is increased due to the inclusion of services. 


Harmonization 


In considering the implementation of an Ontario GST, the following positive impli- 
cations were identified by working group members. Administration and compliance 
costs would be reduced for both business and governments. It would increase pro- 
ductivity through increased investment and, unlike the modified RST alternatives, 
eliminate all the sales tax embedded in the prices of exports. As a result, it would 
enhance the attractiveness of Ontario as an investment location. Some members felt 
the reductions in tax-induced distortions to market signals, due to both the broader 
tax base and the elimination of tax cascading, was a very important positive result. 
In addition, some members felt that the increased visibility of taxes paid by con- 
sumers due to the elimination of tax cascading was a positive result. Similarly, some 
members felt harmonization provides a non-distorting source for additional 
revenue for Ontario. Finally, harmonization would provide an opportunity to 
negotiate with the federal government on changing the structure of the GST; it 
would also provide the opportunity and the revenue for an enhanced low-income 
sales tax credit. 


However, some working group members were extremely concerned about the loss 
of provincial autonomy associated with harmonization. This autonomy is needed 
to control the future direction of tax policy. Because of the current state of federal- 
provincial fiscal relations, the surrender of provincial control over a major revenue 
source was of concern to some members. An additional concern of some members 
was that harmonization at this time would be premature, due to the uncertain polit- 
ical climate, combined with the uncertainty associated with other provinces’ actions 
on sales tax reform. 
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Some members were concerned that despite any low-income offsets, a move 
towards consumption taxes is regressive with respect to middle income families 
compared to high income families. Some members concerns about the impact of 
taxing services on various sectors outlined above remained. The amount of 
revenue shifted to the personal sector, as well as consumers’ response to the 
increase in goods and services subject to the tax, without a substantial decrease in 
the rate, was of concern to some members. 


Modified GST 


Members noted that a modified GST would result in the positive impacts of har- 
monization outlined above. In addition, it would provide Ontario with more policy 
flexibility in determining the base and rebates for specified sectors than full harmo- 
nization. Implementation of a modified GST is seen as an opportunity, through 
negotiations with the federal government, to correct flaws in the federal system. 

_ These flaws are perceived by some members to be in the treatment of the MUSH sec- 
tor, non-profit organizations and charities, housing, food and in the low-income 
credits. It would also provide an opportunity to negotiate with the federal govern- 
ment on an improved federal low-income sales tax credit. 


The modified GST option also included all the negative aspects of full harmoniza- 
tion outlined above. Members noted there was no certainty that suggestions for 
changes in the structure of the GST would be accepted from the federal government. 
In addition, members were concerned that gains in administrative simplicity could 
be lost if provinces deviated too far from the federal structure. Some members were 
concerned that if the definition of the sales tax base was reopened, there would be 
intense pressure for changes in the treatment of a number of sectors. These changes 
might not necessarily meet public policy goals. In addition, once Ontario entered 
into an agreement with the federal government, both parties would be able to influ- 
ence each other’s behaviour. 
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6. RECOMMENDATIONS 


Despite fundamental differences in their views on the appropriate direction for sales 
tax reform in Ontario, the working group reached agreement in a number of areas. 
Members were able to reach consensus on a number of goals and agreement on a 
recommendation for a set of interim reforms. These differences are outlined below, 
and are followed by the areas of agreement. 


A major difference among members was the weighting of the importance of sim- 
plicity and neutrality versus the negative implications of the regressivity of sales 
taxes. This led to a major difference in the views on the taxation of services. While 
some members felt that expanding the base to services and harmonizing with the 
GST would increase its simplicity, neutrality and visibility; other members saw the 
expansion of the base to services as giving too much credibility to sales taxes as a 
method of raising revenue. 


There was another area of major disagreement between working group members. 
Some members felt that provincial autonomy to direct tax policy was very impor- 
tant. Other members felt that the trade-offs between simplicity and provincial 
autonomy associated with harmonized sales tax systems were worthwhile. 


Accordingly, some members felt Ontario should enter into negotiations with the 
federal government to harmonize their sales tax systems. Other members felt that 
the elimination of Ontario sales taxes should be the government’s longer-term goal. 


Finally, with respect to the recommendation made below, there were two areas 
where the group was not able to reach consensus. The first was the treatment of 
books and periodicals. Some members felt strongly that they should be exempt from 
tax. The second area in which consensus could not be reached was the manner in 
which the revenue loss associated with the recommendation should be recovered. 


Areas of Consensus 


Despite the differences among working group members on the goals for sales tax 
reform, working group members did have areas of agreement. The criteria that they 
set out at the beginning of the process, the need for some low-income relief to offset 
the regressivity of the sales tax and, the need for changes to the sales tax system to 
contribute to economic growth lead them to consensus on the following as appro- 
priate goals for sales tax reform: 


e Changes to the tax should encourage increased efficiency and productivity; 


e The sales tax credit should be enhanced to offset any increase in tax paid by 
low-income individuals; 


30 APRIL 1992 FAIR TAX COMMISSION 


e RETAIL SALES TAX/GOODS AND SERVICES TAX WORKING GROUP e 
nnn nen SSS 


e All capital goods used for business investment should be exempt from sales 
tax; 


e Sales taxes on business inputs, in addition to capital goods, should be reduced 
provided any regressive impact from this change is offset by refundable tax 
credits; 


U 


e Short-run employment losses associated with reform should be minimized; 


e There should be no relative shift towards sales taxes as a revenue source as 
compared with other tax bases; 


e The sales tax burden on charities should be reduced; 


e The sales tax burden on municipalities, universities, schools and hospitals 
should not be increased; and 


e The GST should continue to be excluded from the base of the RST. 


Recommendation 


Despite the lack of consensus on broader goals, members had consensus on the 
following recommendation in the context of the concerns outlined above: 


As an interim measure, Ontario should broaden the retail sales tax base 
on goods to be consistent with the federal tax; the associated increase in 
revenue should be used to reduce the rate; all capital goods should be 
exempt from retail sales tax; and an enhanced refundable sales tax 
credit should be implemented to offset the impact of these changes on 
low-income individuals. 


While some members saw this as an interim step to harmonization, others saw it as 
a way in which to mitigate the negative aspects of the current retail sales tax until 
the longer term goal of eliminating the tax could be achieved. 
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APPENDIX | 


FOCUS-Ontario 


FOCUS-Ontario is a model of the Ontario economy oriented to aggregate expendi- 
ture and fiscal detail, and intended for policy analysis and scenario projection.!! It 
was constructed and is maintained at the Institute for Policy Analysis, at the 
University of Toronto, under the auspices of the Policy and Economic Analysis 
Program. 


FOCUS-Ontario operates with FOCUS, the Institute’s national macromodel. The 
division of responsibilities between FOCUS and FOCUS-Ontario is straightforward: 
FOCUS determines the exchange rate, all interest rates, all prices and indirectly some 
components of international trade. FOCUS-Ontario solves for variables deemed spe- 
cific to Ontario: all income and expenditure detail, provincial employment, labour 
force and wages, and detail on revenue and expenditure by level of government. 


The FOCUS-Ontario model consists of 297 variables of which about 240 are 
behaviourally determined or are identities. The major exogenous series within the 
model include demographics and various fiscal levers and instruments. Also 
exogenous to the Ontario equations are, of course, all the national variables of 
FOCUS. 


The database for the FOCUS-Ontario model can be divided into several major seg- 
ments. Provincial economic accounts, in current and constant dollars, are obtained 
from the Ontario provincial quarterly accounts developed by the Ontario Ministry of 
Treasury and Economics. The model also uses special detail on Ontario trade, both 
abroad and with the rest of Canada, that has recently been developed by the Ministry 
of Treasury and Economics. Government revenue and expenditure in Ontario by 
level of government are available in annual form from Statistics Canada and are 
converted to quarterly by the Institute using national patterns or other appropriate 
adjustments. Labour force, employment and population data are readily available 
from Statistics Canada’s labour force survey. 


11 This description was adapted from the Manual, FOCUS-Ontario model, Institute for Policy 
Analysis, March 1991. 
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Social Policy Simulation Database/Model (SPSD/M) 


The SPSD/M is a micro-computer based product designed to analyze the financial 
interactions between governments and the household sector in Canada.12 Made 
available by Statistics Canada, the SPSD/M can assess the cost implications or 
income redistributive effects of changes in the personal taxation and cash transfer 
system. The SPSD/M consists of two integrated parts: a database and a model. 


The database is comprised of approximately 100,000 individuals in families. They are 
Statistically representative of the Canadian population. Each observation contains 
enough information on each individual to compute taxes paid to and transfers 
received from federal and provincial governments. The database has been con- 
structed from various statistical and administrative micro-data files for the year 
1986. Parameters are supplied to modify the database to represent any year from 1984 
to, 199); 


The model is composed of static accounting algorithms which calculate taxes and 
transfers using legislated or proposed programs on each individual and family in 
the database. The model calculates both the personal income taxes and the sales and 
excise taxes associated with each individual or household. The sales and excise tax 
parameters are used by the model are estimated by a separate static Input-Output 
model. 


12 This description was adapted from Bordt et. al. “The Social Policy Simulation Database and Model: 
An Integrated Tool for Tax/Transfer Analysis,” Canadian Tax Journal vol 38, no. 1. 1990. 
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APPENDIX II 


Organizations that Contributed Written Submissions 


Board of Trade of Metropolitan Toronto 
Canadian Appliance Manufacturers Association 
Canadian Bankers Association 

Canadian Bar Association - Ontario 

Canadian Chemical Producers’ Association 
Canadian Federation of Independent Business 
Canadian Life and Health Insurance Association Inc 
Canadian Manufacturers’ Association 
Canadian Union of Public Employees 
Consumers’ Association of Canada (Ontario) 
Ecumenical Coalition for Economic Justice 


Food Services Industry Group: 
Beaver Foods Limited 
Cara Operations Limited 
Coca-Cola Beverages 
Marriott Management Services 
McDonald’s Restaurants of Canada Limited 
Restauronics 
Scott’s Food Services 
Tim Horton 
Versa Services Limited 


Institute of Chartered Accountants of Ontario 
Mississauga Board of Trade 

Ontario Chamber of Commerce 

Ontario Restaurant Association 

Retail Council of Canada 

Retail Task Force 

Trust Companies Association of Canada 

VS Services Limited 
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